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SUBJECT: PLANNING MINISTER DISCUSSES ECONOMIC SITUATION 
AND AUSTERITY MEASURES 

REF: A) LISBON 5965 B) LISBON 5502 

SUMMARY. MINISTER OF PLANNING AND ECONOMIC DEVELOPMENT SOUSA 
GOMES GRANTED LONG INTERVIEW ON AUGUST 3 TO LISBON DAILY "A 
CAPITAL." MINISTER DISCUSSED AND DID NOT RULE OUT ESCUDO DE- 
VALUATION, ANNOUNCED SEVERAL AUSTERITY MEASURES WOULD HAVE 
TO BE TAKEN, EVEN AT EXPENSE OF CONTINUED RECUPERATION OF 
PRODUCTION, AND DISCUSSED UPCOMING NEGOTIATIONS WITH IMF. HE 
ALSO POINTED OUT IMPROVED CURRENT ECONOMIC SITUATION AND DISCUSSED 
PROSPECTS FOR REST OF 1977. END SUMMARY. 

1 . SOUSA GOMES BEGAN INTERVIEW BY DENYING THAT ECONOMY IS IN 
DISASTROUS SHAPE. GNP ROSE AT 7.5 PERCENT RATE IN THE FIRST 
HALF OF 1977, AND TOTAL 1977 INCREASE SHOULD BE ABOVE LAST 
YEAR'S 6 PERCENT RATE. HE POINTED OUT THE PARTICULAR STRENGTH 
OF INDUSTRY (UP 10 PERCENT), THE CONSTRUCTION SECTOR (UP 12 
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PERCENT), ENERGY (UP 1 1 PERCENT) AND INVESTMENT (UP 14 PERCENT). 
TOURISM AND EMIGRANT REMITTANCES ARE UP SUBSTANTIALLY, 

ALTHOUGH HE ADMITTED NOT ENOUGH TO OFFSET UNFAVORABLE 
BALANCE OF TRADE PERFORMANCE. COMMERCIAL TRADE 
DEFICIT GREW FROM $925 MILLION IN JANUARY- JUNE 1976 
PERIOD TO $1,025 MILLION IN THE SAME 1977 PERIOD. THUS 
TOTAL CURRENT ACCOUNT DEFICIT ONLY DROPPED $100 MILLION 
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TO $550 MILLION. MINISTER CONCLUDED THAT BALANCE OF 
PAYMENTS IS THE PRNICIPAL NEGATIVE ASPECT OF THE ECONOMY 
AND PERFORMANCE HAS TO BE IMPROVED. 

2. HE DESCRIBED FEBRUARY DEVALUATION AS INEVITABLE 
BECAUSE INTERNAL COSTS HAD RISEN UNCONTROLLABLY AFTER 
APRIL 25. HE THEN STATED THAT IN VIEW OF CONTINUED 
INFLATION, MERE MEASURES LIKE DEVALUATION WOULD NOT 
WORK. AMONG MEASURES GOP WOULD HAVE TO TAKE ARE A MORE 
SELECTIVE CREDIT POLICY TO PROVIDE DISINCENTIVES TO IMPORT 
BASED GROWTH; FURTHER REDUCTION OF GOP BUDGET 
DEFICITS, EXPECIALLY ON CURRENT ACCOUNT; AND FURHTER 
WAGE/PRICE POLICY MEASURES. WITH REGARD TO THE BUDGET 
DEFICIT. SOUSA GOMES SPECIFICALLY NOTED THE NEED TO CUT 
CURRENT UNPRODUCTIVE STATE EXPENDITURES; ELIMINATE ABUSES 
OF THE SOCIAL SECURITY SYSTEM, WHICH CONTINUES TO BE IN 
SERIOUS DEFICIT; AND DRASTIC REDUCTION IN THE CONCESSION 

OF STATE SUBSIDIES TO NONVIABLE FIRMS. 

3. THE MINISTER ACKNOWLEDGED THAT THE ABOVE MEASURES WOULD 
ADVERSELY AFFECT PRODUCTION AND IOB CREATION. 

SOUSA GOMES STATES THAT GOP MEASURES WOULD HAVE TO BE 
SELECTIVE IN ORDER TO GUARANTEE THAT RATE OF UNEMPLOY- 
MENT DID NOT INCREASE. THROUGHOUT THE INTERVIEW HE NOTED 
OOP'S DETERMINATION TO CUT CONSUMPTION IN ORDER TO INCREASE 
INVESTMENT. HE SAID THE SERIES OF MEASURES TO BE TAKEN WOULD 
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COMPLEMENT THOSE TAKEN IN FEBRUARY. 

4. MINISTER NOTED THAT THE PRIVATE SECTOR HAD SHOWN SUB- 
STANTIAL DYNAMISM AND EMPHATICALLY DENIED THAT THE PUBLIC 
SECTOR MANAGEMENT IS AS BAD AS MANY OBSERVERS ALLEGE. 

HE POINTED OUT THAT THE MEDIUM TERM PLAN PROVIDES A 
MAIOR ROLE FOR THE PRIVATE SECTOR. 

5. SOUSA GOMES WAS ASKED WHETHER THE IMF WAS TRYING TO 
IMPOSE CONDITIONS HARMFUL TO THE ECONOMY. HE ANSWERED 
BY STATING THAT THE IMF HAS NOT IMPOSED ANY CONDITIONS, 

NOR DO ANY PREVIOUS AGREEMENTS EXIST. GIVEN THE FACT THAT THE 
COUNTRIES WHICH HAVE AGREED TO LEND $750 MILLION TO PORTUGAL 
DESIRE THAT PORTUGAL NEGOTIATE A SECOND TRANCHE WITH 
THE IMF BEFORE THE LOAN'S DISBURSEMENT, THE GOP WOULD BE 
OBLIGED TO NEGOTIATE. BECAUSE THE GOP CONSIDERS IT UNACCEPTABLE 
THAT THE PUBLIC MIGHT SUPPOSE THAT CONDITIONS HARMFUL 
TO PORTUGAL MIGHT BE IMPOSED, IT HAS DECIDED THAT THE 
NEGOTIATIONS AND THE PROPOSED MEASURES WILL BE MADE 
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PUBLIC. THE MEASURES TO BE TAKEN WILL NOT BE IMF- 
IMPOSED BECAUSE THEY ARE LOGICAL AND INDISPENSABLE ONES 
THAT THE GOP HAS BEEN PREPARING FOR THE PAST SEVERAL 
MONTHS. SOME WERE ANNOUNCED IN FEBRUARY; THE OTHERS WILL 
COME SOON. 

6. COMMENT: MINISTER'S INTERVIEW IS A CONSIDERED, STRONG 
STATEMENT OF INTENTION TO TAKE ADDITIONAL TOUGH AUSTERITY 
MEASURES. IT CONTRASTS WITH HIS STATEMENT OF AUGUST 1 
THAT NO SPECTACULAR MEASURES WOULD BE NEEDED AND IS FIRST 
PUBLIC DETAILED INDICATION FROM GOP SINCE RECENT IMF VISIT 
THAT IT WILL TAKE NEW MEASURES. PS INSIDER CONFIRMED TO US 
THAT SOUSA GOMES STATEMENT WAS AUTHORITATIVE AND DESIGNED TO 
SIGNAL A CHANGE. IT IS ESPECIALLY SIGNIFICANT SINCE SOUSA 
GOMES HEADED THE GOP DELEGATION DURING THE RECENT IMF TALKS. 

7. THE STATEMENTS ABOUT CONTAINING THE CURRENT GOVERNMENT 
CONSUMPTION IN ORDER TO INCREASE INVESTMENT APPEARS CONTRARY TO 
THE REVISED 1977 BUDGET WHICH PROJECTS TOTAL EXPENDITURES UP 

8 PERCENT WITH CURRENT COSTS RISING 9-1/2 PERCENT, COMPARED TO 
ONLY A 3 PERCENT RISE IN INVESTMENT. THE DISCUSSION ABOUT 
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DEVALUATION WAS INCONCLUSIVE. HOWEVER, IT WILL BE TAKEN BY 
MANY AS A CLEAR INDICATION ANOTHER DEVALUATION IS IMMINENT. 
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THE MEASURES MENTIONED BY SOUSA GOMES RELATING TO THE 
BUDGET DEFICIT, SUBSIDIS, CREDIT RESTRICTIONS, ETC. ARE 
ALMOST IDENTICAL WITH THOSE THE PRESS HAS CHARACTERIZED 
AS DEMANDS FROM THE IMF. 

CARLUCCI 
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